By R. DAVID BELLI

Plant and Equipment Expenditures by Foreign Affiliates of U.S.
Corporations—Revised Estimates for 1969 and 1970

Foreign affilintes of 17.8. corporations
expect to inerease their plant and eguip-
ment expenditures 20 pereent in 1970,
following a rize in 1969 provisionally
catimated at 12 percent. Expectations
for 1970 show particular strength in
spending by manufaeturing affiliates in
Western Europe and Canada.

EKPEHDITURES for property,
plant and equipment by foreign affili-
ates of U.S. corporations are provision-
ally estimated to have risen 12 percent
in 1969 to a level of $10.6 billion. A
further increase of 20 percent is expected
for 1970, which would represent the
most rapid growth in such expenditures
since 1965, If the expectations are
realized, spending this year will show
the largest dollar increase—$2.1 bil-
lion—since the initiation of the survey
in 1857, and reach a total of $12.7
billion.

These findings are based on the
semiannual survey taken by the Office
of Business Economics in December
1969; the survey covers a sample of
about 450 larger U.S. investors with
approximately 4,500 foreign affiliates

The large increase projected for 1970
primarily reflects renewed emphasis on
fixed asset investment by manufactur-
ing affiliates, especislly in Western
Europe and Canada. This is a notable
change from 1968 when total expendi-
tures grew by only $0.1 billion and
manufacturing affiliates in the more
developed countries substantially re-
duced outlays. Although there were
some shifts among the various indus-
tries and areas, the latest findings
essentially confirmed estimates for 1969
and 1970 made 6 months earlier and
reported in the September 1969 issue
of the Survey.

Industry pattern

FPlant and equipment expenditures by
foreign manufacturing affiliates are
estimated to have inereased 10 percent
last year to 4.6 billion, following reduc-
tions in both 1967 and 1968. With man-
ufactures in many countries continuing
to reduce spending last year, the esti-
mated rise in total manufacturing out-
lays was heavily concentrated in West
Germany, the United Kingdom, and
Canada, Affiliates in these countries
again expect substantial increases in
1970, but expansion is also expected in
most other countries. In fact, manu-
facturing is expected to lead the major

industry divisions in spending growth
in 1970 with an increase of 32 percent
to a total $6.1 billion.

Within manufacturing, affilistes in
the chemical industry showed a decline
in capital spending in 1969, confirming
earlier expectations, Plans for the cur-
rent year, however, indicate an increase
of 29 percent. Anticipations of a rapidly
expanding market for chemical products
in the Common Market countries is
spurring much of this increase. Machin-
ery manufacturers reported the most
rapid increase in outlays last year—
27 percent according to eurrent esti-
mates—and they are expected to lead
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agoin in 1970 with a 40 percent inerease
to & level of $1.5 billion. To a large
degree, the expansion reflects the intro-
duction of more advanced computers
and related equipment inte Western
Europa. (It should be noted that the
cost of maochinery agquired by manu-
fociuring affilintea for leasing to others
is counied as part of the offiliates’
capital cxpenditures.) The Inbest csbi-
mates [or offiliates manufacturing trans-
poriation equipment show some down-

ward ravision frem the findings 6 .

montha earlier, byt substantinl axpan-
sion is atill indicated for bath 1399 and
1970. The current estimates are for an
18 percent increase in both years. Taken
togethor, affiliates in other manufae-
turing industries currently expect an
incrense in outlays this year of 88 per-
cent, or about $0.6 billion, {ollowing an
expansion of about half thet magnitude
in 1969, Particulurly natable within this
group are plons for renewed large in-
vestments in 1970 by TIS, owned
Canadian affilintes in the pulp and
paper industry. Monufncturers of pri-
mary and fabricoted metals also expect
sizable increnses in capital spending.
For affiliates in the petroleum in-
dustry, expenditures are cstimated to

Table 1.—Eatimgater of lant and Equipeent
Corporatignn, Actusl and Prajected, by
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have risen 11 percent in 1069 and are
axpected to incrense an additional %
percent in 1870, both smaller increzses
then the estimoies mode 6 months
carlier, If the expectations are realized,
the indusiry's outlnys would total
3.9 billion in 1970. Investments in
tenker flests constituted an importent
part of the 1963 ineresse, while exs
penditures for production snd rafining
facilities in the Far East are expected
to lead growth in 1870.

Affiliates engaged in mining and
smelting reported o 16 percent rise in
capital spending in 1968, despite a small
reduction oi gutloys in Canado. This
yaar, cuthacks in Latin America are
expected tp reduce growth for the
entire industry to about one-holf the
1968 rate. Affilintes in the “other
industries” category reported =ub-
stantiol gpains for both 1969 and 197
and in #)] geographic aress, with total
expenditures expected to reach 514
billion this year. Firms engaged in trada
and lensing operakions wmcocount fer
most of the growth,
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1970 confirm earlier indicetions of o
renewed vigorous expension by firms
in Weatern Europe and Canada, sspeci-
ally in 2870 In 1968, expenditures were
reduced in both aress.

Affilintes in the Common Markel
countries increased outlnys 16 percent
last yenr. The 37 percent rise now fore-
cast for 1870 is the largest for any
msjor aros snd, if realized , would bring
total ontlays o $2.8 billion this yesr.
While gains in the Common Market
countries are expected by all mejor
induatriea, the planned expansion by
manufecturers is by far the most signi-
ficent. The estimated growth of ex-
penditurea in other BEuropssn coun-
tries, also led by monufacturers, is at a
pace not far below that in the Common
Market—12 percent in 1969 and 26
percent in 1970. While the latest survey
points to highet outloys in almost all
Westam Eurepean ¢ountries this yesr,
affiliates in West Germany and the
United Eingdom report by fer the
greateat dollar increase in both 1969
and 1970

In Canade, expenditures ore esti-
mated to have grown 10 parcent in
1969 to $2.3 billion. As in Western
Eurgpe, & much larger increass, 26 per-
oenk, 12 projected for 1970, with monu-
facturers leading but substantial
growth forecast for all major industries.
In the case of manufacturing affilintes
n particular, the cuwrant estimabes
for 1970 reflect a broad expension
planned by domestic Canedian firms,
despite the anti-inflationary mensures
now in foree.

Paced by a large exponsion in the
extractive industries, spending in Latin
America rose an esbimsted 18 percent
last year, the higheat growth rie among
the mojor arens. In 1370, howewer,
eutbncks in mining and =melting snd a
fnilure o shere in the spending boom
by manufoctarers ocourting in the mora
davaloped couniries are expecisd to
limit expenditure growth in Latin
America to ¥ parcent, with total out-
laya reashing 32.1 billion.

In the rest of the woerld—i.e., areas
otber than BEurope, Cansda, and Latin
America—outlays rose an wetimnted
8 peroent leat year ond an inereass of
the same magpitude is projected for
197). Peiroleum affiliates, including



March 1570

thosa engaged in international shipping,
accounted for most of the incrense lost
year while manufacturing offilintes,
pextieulnrly those in Japan and Aus-
tralin, are sxpected to lend prowth in
1970.
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The projected surge of invsstiment
in 1970 is primarily tha resuit of in-
crensed spending by manufasturing
affiliates in developed areas. This s re-
flected in table 3, which groupa nffilintes'
spending by the country schedules
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establisked by the Office of Foreipn
Diraet Investment {OFDI). In the leas
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developed countries, Schedule A, ex-
penditures are estimoted to have risen
18 percent last yeor, but an increase
of only & percent is planned for 1970,
In Schedule B vountries, including the
United Kingdom, Japon, Austrolie,
and others, a 9 percent inereaso lust
Foor 18 expectad to be followed by o 15
pércent poin in 1970, Affilintes located
In Scheduls C countries, comprising
est of continental Western Europe
ind South Africa, reported n 13-percent
Incréase lnst year but expectations arc
for 0 mugh larger rise of 37 percont in
1970. This would Lring totel expendi-
tires iy Schedwle O countrics to $3.5

Lion for the year, almost double the

{Ona of the more interesting results of
this survay is the very large expansion
plonnod in Schedule C countries, where
controls on direct investment under the
OFDI progrom arse most stringent. The
gim of the investment controls hos, for
the mosi part, been fto limit capical
outflows [rem the United States, not
to reduce expansion by foreign affili-
ates. To the extent thot fxed nsset
investment can be financed by borrpw-
ing abroad, growth in plant ond
equipment spending is not limited by
direct investment conirols under the
OFDI program. In fact, the nbiliky of
U8, companics and their wifiliates to
raise money abroad has increased sub-

market. Tho magnitude of the planned
incronse in oopiitnd expenditures this
year, especinlly in Western Eurape,
could be taken to reflect confidence en
the part of parent companiea nod
affiliates that sufficient funds will be
available to Bnanca the investment
they see as necessary to reapond to
growing muorkets, Alterpatively, somo
anticipotion by ihe companies of an
oasing of the OFDI progrem mny be
inherent in tho reported large expansion
plans. Ii credit conditions abrond are
very tight, and the OFDI program
remoins unchanged, actual plent and
aquipment expenditures in 1970 could
wall be lpwer than now projected.



